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ABSTRACT 



This report to Congressional Requesters is concerned with 
internal control problems found in the U.S. Department of Education. 
Significant internal control weaknesses in the U.S. Department of Education's 
payment processes and poor physical control over its computer assets made the 
department vulnerable to (and in some cases resulted in) fraud, improper 
payments, questionable purchases, and lost assets. These weaknesses have 
affected the U.S. Department of Education's ability to provide reliable 
financial information to decision-makers both inside and outside the agency 
and to maintain the financial integrity of its operations. Instances of fraud 
were identified in the grant and loan areas, and pervasive control breakdowns 
and improper payments in other areas, particularly involving purchase cards. 
Ineffective controls were identified in the third-party draft process, so the 
U.S. Department of Education eliminated their use. Recommendations include 
conducting onsite investigations at institutions where improper disbursements 
of Pell Grants were found; implementing an effective review-and-approval 
process to ensure that approving officials are adequately trained in and 
knowledgeable of their disbursement duties and responsibilities; and 
enhancing security procedures over computer storage rooms. Appendices contain 
descriptions of grant and loan programs reviewed; review objectives, scope, 
and methodology; comments from the Department of Education; and General 
Accounting Office contact information and staff acknowledgements. (RT) 
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United States General Accounting Office 
Washington, D.C. 20548 



March 28, 2002 

The Honorable Pete Hoekstra 
Chairman 

Subcommittee on Select Education 
Committee on Education and the Workforce 
House of Representatives 

The Honorable Charlie Norwood 
House of Representatives 

The Department of Education has a history of financial management 
problems, including serious internal control weaknesses, which have 
affected Education’s ability to provide reliable financial information to 
decisionmakers both inside and outside the agency and to maintain the 
financial integrity of its operations. Because of this, we have designated 
Education’s student financial assistance programs as a high-risk area for 
waste, fraud, abuse, and mismanagement. 1 Given the billions of dollars in 
payments made by Education each year to recipients nationwide and 
abroad, these known deficiencies raise the risk that fraudulent or 
erroneous payments could make their way undetected through Education’s 
processes. In January 2002, three employees pleaded guilty to a scheme in 
which they defrauded the department of more than $1 million during the 
1990s, and, in 2000, the department reported that $1.9 million meant for two 
school districts in South Dakota was fraudulently wired to improper bank 
accounts. 



‘U.S. General Accounting Office, Major Management Challenges and Program Risks: 
Department of Education, GAO-Ol-245 (Washington, D.C.: January 1, 2001), and High-Risk 
Series: An Update, GAO-Ol-263 (Washington, D.C.: January 1, 2001). 
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